


The data from the FCC survey does not break out possessory
interest taxes from the reports of prices charged by the surveyed
cable television operators. Those prices include possessory
interest taxes to the extent cable operators subject to the
possessory interest tax were surveyed. However, because California
County Assessors' super-aggressive approach to valuation of cable
televigion possessory interests is unique and not uniform even
across California Counties, the existence of the possessory
interest taxes has little impact on the benchmark rates. Thus,
cable television operators not subject to possessory interest taxes
benefit minimally from the inclusion of possessory interest taxes
in the price statistics to the extent the benchmarks are marginally
higher, but that increase is clearly insufficient to account for
the higher transaction costs of the cable television operators
subject to the possessory interest taxes on their franchise rights.
Permitting cable television operators to pass-through the
possessory interest tax, then, would only level the playing field
between operators subject to possessory interest taxes and those
which are not.

The methodology by which the FCC analyzed its data and
developed national average prices from which it determined the
benchmark formulae is systematically biased against California
cable television operators. For cable television systems with the
characteristics which result in a national average price per
channel of 88 cents using the FCC methodology, in California, the

same methodology would result in an average price of 94 cents per
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channel. The penetration of cable television systems in California
is systematically lower than penetration nationwide, so the
difference in the average price per channel is not a function of
demand; it must be a function of costs. There is insufficient data
to determine how much of the cost differential is specifically a
result of California's possessory interest taxes, but the existence
of those taxes certainly contributes to that bias.

The net result of the bias is that California cable television
operators will suffer larger price reductions from the application
of the benchmarks, which are based on national averages, than will
operators in the rest of the country. A larger proportion of cable
television operators from California than from the rest of the
country might, therefore, be expected to file cost-of-service
showings. Permitting cable operators to pass-through possessory
interest taxes will reduce the bias and decrease the pressure on
California cable television operators to seek relief from the
benchmarks.

CCTA is also requesting that the FCC permit cable television
operators to show the possessory interest tax as a separate line
item on subscriber invoices. Such itemization has no impact on
consumer buying behavior. The only relevant consideration,
therefore, is the amount of information subscribers should have
available with regard to the factors that go into the determination
of the size of their bills.

The NCTA survey asked cable television operators whether they

show the franchise fee as a separate line item on their invoices.
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Approximately 40% do. Regression analysis of the survey data
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shown as a separate line item and the price of cable television
service. This confirms the hypothesis that consumers are not
willing to pay a higher price simply because part of that price is
identified as a tax.

Showing the possessory interest tax as a separate line item,
then, would have no impact on consumer demand for cable television
services. The only result would be an increase in the amount of

information available to consumers about their cable television

bills.

I declare under penalty of perjury that the foregoing is true.
Executed at Sherman Oaks, California, on June 19, 1993.

%Z\M
. James Dertouzos
nd Corporation
1700 Main Street
Santa Monica, CA 90401
(310) 393-0411, ext. 7476







DERTOUZ0S/2 -

In addition, he is currently working on issues related to the '
economics of defense acquisition. He is considering a whole range of
. issues, including the economics of cooperative contractor teaming for
B research and development and the incentive effects of DOD rules
governing the allocation of indirect costs.

PROFESSIONAL ACTIVITIES . !

July 1974-present -- Litigation Consultant (Including Ncwspape: and
Cable Antitrust and Labor Law Issues)

November 1989-March 1991 -- Consultant to the National Cable
Television Associaticn (Regulato:y Proceedings on Effective
Competition)

June 1982 -- Testimony on Tax Laws and Mergers in the Newspaper
Industry (House Ways and Means Subcommittee on Select Revenue
Measures)

March 1980 -~ Testimony on the Impact of Media Concentration (House
Small Business General Oversight Subcommittee)

March 1979-August 1979 -- Consultant to National Association of
Broadcasters (Study of the Recording Industry)

August 1978-December 1979 -- Consultant to Federal Trade Commission
{Conference on Economics of Mass Communications Industries)

PUBLICATIONS
RAND Reports

fk~l "gEducational Benefits Versus Bonuses: A Comparison of Rec:uiting
i Options”, WD-5499~FMP, coauthored, October 1991.

' Labor Market Responses to Employer Liability, coauthored, RAND, '
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The Effects of Military Advertising: Evidence from the Ad Mix Tast,
RAND, N-2907-FMP, March 1989.

b
Ecanomige of Groun Owoershin in_the Newscvaner Industrv: Estimates
. from a Structural Model, coauthored, RAND,'P-7524, January 1989,

Competition and Cooperative Teaming: Economic Considerations, RAND,
WD~-4227-PASE, January 1989. .

.Recruiting Effects of Army Advertising, coauthored, RAND, R-3577~-FMP,
January 1989,

The Legal and Economic Consequences of Wrongful Termination,
coauthored, RAND, R-3602-ICJ, August 1988.
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"Wrongful Termination: Legal and Economic Costs," in Liability for
Employee Grievances, Workers Compensation Research Institute, Oct.
1988.

Review of Allan Brown, "Commercial Media in Australia," Information
Economics and Policy, March, 1989.
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"Microeconomic Foundations of Recruiter Behavior: ImpllcaEtons for
Aggregate Enlistment Models," Army Manpower Economics, ed. by Curtis
Gilroy, Westview Press, Boulder, Colorado, 1987, A

“Scale Economies, Newspaper Chains, and Government Policy," The
American Economist, June 1962,

*Wage and Employment Determination Under Trade Unionism: The Case of
the International Typographical Union," The Journal of Political
Economy, December 1981, coauthorad.

"Union Objectives, WagQ Detérmination, and the International
Typographical Union," Studies in Industry Economics #111, Department
of Economics, Stanford University, December 1979.

"Economic Issues in Mass Communications Industries," Proceedings of
the Symposium on Media Concentration, Vol. I, Bureau of Competition,
Federal Trade Commission, December 1978.

"Media Conglomerates: Chains, Groups, and Cross-ownership,”
Proceedings of the Symposium on Media Concentration, Vol. 1I, Bureau
of Competition, Federal Trade Commission, Daecember 1978.

A Study of Economic Issues in the Recording Industry,™ Studies in
Industry Economics #106, Department of Economics, Stanford
University, August 1979, coauthored.

“A Dascription of Competition in the Newspaper Industry: A _
Probability Analysis," Studies in Industry Economics #68, Department
of Economics, Stanford University, June 1976.

"Trends in the Newspaper Industry," Studies in Industry Economics
#57, Department of Economics, Stanford University, May 1975
coauthored.
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